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INDEPENDENT AUDITOR’S REPORT

September 25, 2006

Board of Directors
Houghton Lake Public Library           
4431 W. Houghton Lake Drive          
Houghton Lake, MI  48629 

     

I have audited the accompanying financial statements of the Houghton Lake Public
Library as of and for the year ended June 30, 2006, which collectively comprise the
Library’s basic financial statements as listed in the table of contents.  These
financial statements are the responsibility of the Houghton Lake Public Library's
management.  My responsibility is to express an opinion on these financial statements
based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the
United States of America.  Those standards require that I plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of
material misstatement.  An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements.  An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.  I
believe that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of the governmental activities and major fund
of Houghton Lake Public Library as of June 30, 2006, and the respective changes in
financial position for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

The management’s discussion and analysis and budgetary comparison information on pages
3 through 4 and page 21 are not a required part of the basic financial statements, but
are supplementary information required by accounting principles generally accepted in
the United States of America. I have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information.  However, I did not audit the
information and express no opinion on it.
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Board of Directors
Houghton Lake Public Library
September 25, 2006
Page 2

My audit was conducted for the purpose of forming opinions on the  financial statements
that collectively comprise the Houghton Lake Public Library’s basic financial
statements.  The supplemental information listed in the table of contents is presented
for purposes of additional analysis and is not a required part of the basic financial
statements of the Houghton Lake Public Library and has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in my opinion,
is fairly stated in all material respects in relation to the basic financial
statements, taken as a whole. 

JAMES M. ANDERSON, P.C.
CERTIFIED PUBLIC ACCOUNTANT
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HOUGHTON LAKE PUBLIC LIBRARY
MANAGEMENT’S DISCUSSION & ANALYSIS

 JUNE 30, 2006

This discussion and analysis required by GASB Statement No.34 provides an overview of
the Houghton Lake Public Library’s financial performance for the fiscal year 2005-06
and should be read in conjunction with the Library’s financial statements.

General Fund Budgetary Highlights

The Library Board of Trustees and Director established a budget based on past budget
experiences and current economic and financial conditions.  The three main sources of
library revenue are property tax, penal fines and state aid. Actual revenues from
property taxes, interest on the Governmental Operating Fund Account, and penal fines
were greater than the projected revenues.

The library purchased Millenium, an integrated library system (ILS) software, from
Innovative Interfaces, Inc., and began the implementation process to migrate all data,
patron records, and catalog records into the web-based catalog.  Staff brought the new
system online on May 23rd and presented the library’s first website (www.hlpl.org) which
offers library patrons remote access to the catalog, databases, and the library’s
services and programming.  The ILS was purchased with a combination of grants,
donations and library funds.  First year expenses for the system were expended during
FY 2005-06.  The necessary replacement of computer equipment and the cost to increase
the library’s telecommunications bandwidth from 128k to 256k to accommodate the ILS was
also part of this budget year.  Future maintenance fees for the ILS will be part of the
annual budget process.

The budget was amended once on June 21st to increase the line item for Miscellaneous
by $3,000 to accommodate an expenditure of $2,545.  The library had raised $2,545
through donations and book sale proceeds to establish an endowment fund named the
Houghton Lake Public Library Excellence Fund in the Roscommon County Community
Foundation.

Increased costs in employee benefits resulted mainly from the increases in salary,
hourly rates, health insurance, and pension.

The library ended the year with a net revenue over expenditures of $60,400.  Adding the
net revenue to the beginning fund balance, created an ending fund balance of $520,104
for FY 2005-06.

Capital Assets and Debt Administration

The library has no long-term debt or long-term liabilities.  The library facility is
leased from the Houghton Lake Community School District for $1 per year and has a
hundred year lease agreement through March 2097.  The library does not engage in any
business type activities only in the “governmental activities” of a district library
entity.
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HOUGHTON LAKE PUBLIC LIBRARY
MANAGEMENT’S DISCUSSION & ANALYSIS (CONTINUED)

 JUNE 30, 2006

Economic Factors and Next Year’s Budget

Established in 1964 as part of the school system, the library moved into a new facility
built with Federal funds in 1969.  The library separated from the school to establish
a district library in order to seek a millage, which would provide a stable source of
funding for library operations.  The district-wide tax on property was approved in 1996
at 1 mill into perpetuity.  The Board of Trustees assessed only .5 of that 1 mil and
then increased the assessed amount in July of 2000 to .6 of a mil.  The Board
maintained the current assessed millage at .6 for next fiscal year, 2006-07.  Penal
fine amounts are estimated and based on the total amounts received in past years.

The library will begin participation in MeLCat, the statewide on-line library catalog
service in January 2007.  The library will increase bandwidth from 256k to a T1 Line
to accommodate greater access requirements prompted by the sophisticated ILS software,
MeLCat participation, and remote access generated by the public access of the Library’s
website.  The Board plans to use grant funding from the Bill & Melinda Gates Foundation
to cover replacement costs of some new computer equipment.  The Board is also exploring
the idea of creating a teen space at the library either by renovating current space or
adding additional space. 

Contacting the Library’s Management

This financial report is intended to provide the general public with an overview of the
Library’s finances and accountability for the money received.  For any questions about
this report or for additional information, please contact:

Donna J. Alward, Director
Houghton Lake Public Library
4431 W. Houghton Lake Dr.
Houghton Lake, MI 48629
Phone: (989)366-9230
Fax: (989)366-0063

Email: dalward@hlpl.lib.mi.us
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HOUGHTON LAKE PUBLIC LIBRARY
STATEMENT OF NET ASSETS

 JUNE 30, 2006

ASSETS

Cash and equivalents $   537,475
Due from state       5,694
Prepaid Insurance        6,161
Capital Assets - Net     845,950

Total Assets   1,395,280

LIABILITIES

Liabilities
Accrued payroll       8,712
Accounts payable                     20,514

Total Liabilities      29,226
     

NET ASSETS 

Investment in Capital
  Assets          845,950
Restricted for Capital outlay      25,000
Unrestricted     495,104

Total Net Assets       $ 1,366,054
 

The accompanying notes are an integral part of these financial statements.
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HOUGHTON LAKE PUBLIC LIBRARY
STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2006

Program Expenses 
Salaries and wages $   231,878
Benefits     115,516
Professional services      21,473
Insurance and bonds       9,894
Office supplies      27,358
Books and periodicals      32,769
Mid-Michigan Library League       5,701
Dues and subscriptions       1,065
Utilities      24,213
Repairs and maintenance      17,024
Travel and seminars       4,109
Advertising         218
Richfield Township Library      11,276
Depreciation Expense      34,591
Miscellaneous       6,897

Total Program Expenses     543,982

Program Revenues
Charges for Services       2,009

Total Program Revenues       2,009

Net Program Revenues    (541,973)

General Revenues 
Property taxes     412,352
State shared revenue      11,344
Penal fines     177,766
Investment earnings      24,084
Public donations       6,060
Miscellaneous             6,171

           
Total General Revenues     637,777

Change in Net Assets      95,804

Net Assets

Beginning of year   1,270,250

End of year       $ 1,366,054

The accompanying notes are an integral part of these financial statements.
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HOUGHTON LAKE PUBLIC LIBRARY
BALANCE SHEET
 JUNE 30, 2006

ASSETS

Cash demand and investments $   537,475
Due from State       5,694
Prepaid Insurance                   6,161

Total Assets $   549,330

LIABILITIES AND FUND EQUITY

Liabilities
Accrued payroll $     8,712
Accounts payable                    20,514

Total Liabilities      29,226

Fund Equity

Fund balance - Reserved      25,000
Fund balance - Undesignated     495,104

Total Fund Equity     520,104

Total Liabilities and Fund Equity $   549,330
 

The accompanying notes are an integral part of these financial statements.
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HOUGHTON LAKE PUBLIC LIBRARY
RECONCILIATION OF THE BALANCE SHEET FUND BALANCE TO

THE STATEMENT OF NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2006

Total governmental fund balance $   520,104

Amounts  reported  for governmental activities in
the statement of net assets are different because:

Capital assets (net) used in governmental activities
are  not financial  resources and  therefore are not
reported in the funds.     845,950

Net assets of governmental activities $ 1,366,054

The accompanying notes are an integral part of these financial statements.
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HOUGHTON LAKE PUBLIC LIBRARY
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

JUNE 30, 2006

REVENUES

Property taxes $   412,352
State aid      11,344
Penal fines     177,766
Interest      24,084
Other                    14,240

           
   Total Revenues     639,786

EXPENDITURES

Salaries and wages     231,878
Benefits     115,516
Professional services      21,473
Insurance and bonds       9,894
Office supplies      27,358
Books and periodicals      32,769
Mid-Michigan Library League       5,701
Dues and subscriptions       1,065
Utilities      24,213
Repairs and maintenance      17,024
Travel and seminars       4,109
Advertising         218
Richfield Township      11,276 
Capital outlay      69,995
Miscellaneous       6,897

   Total Expenditures     579,386

EXCESS OF REVENUE OVER 
(UNDER) EXPENDITURES      60,400

FUND BALANCE, beginning of year     459,704

FUND BALANCE, end of year $   520,104

   

The accompanying notes are an integral part of these financial statements.
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HOUGHTON LAKE PUBLIC LIBRARY 
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND 

CHANGES IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2006    

Net Change in fund balance - total governmental funds $  60,400

Amounts reported for governmental activities
  in the statement are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives as
depreciation expense.  This is the amount by which capital
outlays exceeded depreciation in the current period.
Equipment retirement is recorded as an expenditure credit in
governmental  funds, but not recorded as an  expense in the
expense in the statement of activities. 

   Add - capital outlay    69,995
   Deduct - depreciation expense   (34,591)

Change in net assets of governmental activities. $  95,804

The accompanying notes are an integral part of these financial statements.
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HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2006

NOTE A - ENTITY

The public library was organized in 1964, and construction for a new building,
financed with federal funds, began in 1969.  The library receives 6/10 of 1 mil
property taxes in perpetuity for operations which was approved by the electorate
of the District.  In addition, the Library receives penal fines collected through
the Counties of Roscommon and Missaukee for public library operations.  Until
April 1, 1996 the public library was operated by Houghton Lake Community Schools
(District) as a community service.  As of April 1, 1996, a separate entity was
formed to operate the public library as a district library.  All operating assets,
with the exception of the library building, which is being leased for $1 annually
from the District, were transferred to the new entity which also assumed all
liabilities as of April 1, 1996.  The District is no longer fiscally responsible
for the library.  These statements reflect results of operations for the twelve
month period ended June 30, 2006.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Houghton Lake Public Library conform to generally
accepted accounting principles as applicable to governmental.  The following is
a summary of the significant policies:

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENT PRESENTATION

Management’s Discussion and Analysis - GASB 34 requires the financial statements
be accompanied by a narrative introduction and analytical overview of the
Library’s financial activities in the form of management’s discussion and analysis
(MD&A).  This analysis is similar to the analysis provided in the annual reports
of private-sector organizations.

Government-Wide Financial Statements - The reporting model includes financial
statements prepared using full accrual accounting for all the Library’s
activities.  This approach includes not just current assets and liabilities, but
also capital and other long-term assets as well as long-term liabilities.  Accrual
accounting also reports all of the revenues and costs of providing services each
year, not just those received or paid in the current year or soon thereafter.
Government-wide financial statements include the following:

Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Primary Government (governmental and business-type
activities) and the total of its discretely presented component parts.  The
Library reports capital assets in the government-wide statement of net assets and
reports depreciation expense - the cost of “using up” capital assets - in the
statement of activities.  The net assets of the Library are broken down into three
categories-1) invested in capital assets, net of related debt; 2) restricted; and
3) unrestricted.
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HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Statement of Activities - The statement of activities reports expenses and
revenues in a format that focuses on the cost of each of the Library’s functions.
The expense of individual functions is compared to the revenue generated directly
by the function.  Accordingly, the Library has recorded capital assets and certain
other long-term assets and liabilities in the statement of net assets and has
reported all revenues and the cost of providing services under the accrual basis
of accounting in the statement of activities. 

DEFINING THE REPORTING ENTITY

In evaluating how to define the Library, for financial reporting purposes,
management has considered all potential component units.  The decision to include
potential component units in the reporting entity was made by applying the
criteria set forth in GAAP, currently GASB Statement #14, The Financial Reporting
Entity.  Based upon the application of these criteria, the general purpose
financial statements of the Houghton Lake Public Library contain all the funds and
account groups controlled by the Library's Board as no other entity meets the
criteria to be considered a blended component unit or a discretely presented
component of the Library nor is the Library a component unit of another entity.

BASIS OF PRESENTATION - GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements include the Statement of Net Assets and
the Statement of Activities.  These statements report financial  information on
the Houghton Lake Public Library as a whole.  There is only one fund reported in
the government-wide financial statements.

The Statement of Net Assets presents the Library’s assets and liabilities with 
the difference being reported as either invested in capital assets, net of
related debt or restricted net assets.

The Statement of Activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues.  Direct  expenses
are those that are clearly identifiable with a specific function or segment.
Program revenues include: (1) charges to customers or applicants who purchase, use
or directly benefit from goods, services or privileges provided by a given
function or segment; and (2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or
segment.  Taxes and other items not properly included among program revenues are
reported instead as general revenue.
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HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

BASIS OF PRESENTATION – FUND FINANCIAL STATEMENTS

Separate financial statements are provided for the operating fund (governmental
fund).  The operating fund is an independent fiscal and accounting entity with a
self-balancing set of accounts.  Fund accounting segregates funds according to
their intended purpose and is used to aid management in demonstrating compliance
with finance-related legal and contractual provisions.

MEASUREMENT FOCUS/BASIS OF ACCOUNTING – GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting.  Revenue is recorded when
earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows.  Property taxes are recognized as revenue in the
year of which they are levied.  Grants and similar items are recognized as revenue
as soon as all eligibility requirements imposed by the provider have been met.

Miscellaneous amounts reported as program re                 venue include:
charges to customers for copies or services.  Internally dedicated resources are
reported as general revenue rather than as program revenue.  Likewise, general
revenue includes property taxes, state shared revenues, penal fines and book
fines, along with public donations and interest income.

MEASUREMENT FOCUS/BASIS OF ACCOUNTING – FUND FINANCIAL STATEMENTS

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.  Revenue
is recognized as soon as it is both measurable and available.  Revenue is
considered to be available if it is collected within the current period or soon
enough thereafter to pay liabilities for the current period.  For this purpose,
the government considers revenues to be available if they are collected within 60
days of the end of the current fiscal period.  Expenditures generally are recorded
when a liability is incurred, as under accrual accounting.  However, debt service
expenditures, as well as expenditures related to compensated absences and claims
and judgments, are recorded only when payment is due.
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HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

DEPOSITS AND INVESTMENTS

The Library's cash and cash equivalents are considered to be cash on hand, demand
deposits and short term investments with original maturities of three months or
less from date of acquisition.

State statutes authorize the Library to invest in bonds and other direct and
certain indirect obligations of the U.S. Treasury; certificates of deposit,
savings accounts, deposit accounts, or depository receipts of a bank, savings and
loan association, or credit union, which is a member of the Federal Deposit
Insurance Corporation, Federal Savings and Loan Insurance Corporation, or National
Credit Union Administration, respectively; in commercial paper rated at the time
of purchase within the three highest classifications established by not less than
two standard rating services.  The Library is also authorized to invest in U.S.
Government or federal agency obligation repurchase agreements, bankers'
acceptances of U.S. banks, and mutual funds composed of investments as outlined
above.

PROPERTY TAXES

Property taxes levied by the Library are collected by various municipalities and
periodically remitted to the Library.  The taxes are levied as of July 1 for all
Roscommon County townships and two townships in Missaukee County, and December 1
for the three remaining townships in Missaukee County, and are due upon receipt
of the billing by the taxpayer.  The actual due date is September 14 for all
Roscommon County townships and two townships in Missaukee County, and February 14
for the three remaining townships in Missaukee County, after which time the bills
become delinquent and penalties and interest may be assessed by the collecting
entity.  Property tax revenues are recognized when levied.  For the year ended
June 30, 2006, the District levied the following amounts per $1,000 of assessed
valuation for Library operations:

  Mils  
                     Public Library    .6
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HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

USE OF ESTIMATES

The process of preparing financial statements in conformity with generally
accepted accounting principles, requires the use of estimates and assumptions
regarding certain types of assets, liabilities, revenues, and expenditures.  Such
estimates primarily relate to unsettled transactions and events as of the date of
the financial statements.  Accordingly, upon settlement, actual results may differ
from estimated amounts.

BUDGETS AND BUDGETARY ACCOUNTING

1) Prior to June 1, the Board proposed an operating budget for the fiscal year
commencing the following July 1. 

2) Prior to July 1, the budget was adopted by Board resolution pursuant to the
Uniform Budgeting and Accounting Act (P.A. 621 of 1978).  The Act requires
that the budget be amended prior to the end of the fiscal year when necessary
to adjust appropriations if it appears that revenues and  other financing
sources will be less than anticipated or so that expenditures will not be in
excess of original estimates.

Expenditures shall not be made or incurred, unless authorized in the budget,
or in excess of the amount appropriated.  Any expenditures in violation of
the budgeting act are disclosed as unfavorable variances on the combined
statements of revenues, expenditures, and changes in fund balances - budget
and actual.

3) Any revisions that alter the total expenditures of any function must be
approved by the Board.

CAPITAL ASSETS AND DEPRECIATION

The Library’s property, plant, and equipment, with useful lives of more than one
year are stated at historical cost and comprehensively reported in the government-
wide financial statements.  Donated assets are stated at fair value on the date
donated.  The Library generally capitalizes assets with historical cost of $1,500
or more as purchase and construction outlays occur.  The costs of normal
maintenance and repairs that do not add to the asset value or materially extend
useful lives are not capitalized.  Capital assets are depreciated using the
straight-line method.  When capital assets are disposed, the cost and applicable
accumulated depreciation are removed from the respective accounts and the
resulting gain or loss is recorded in operations.
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HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

CAPITAL ASSETS AND DEPRECIATION (CONTINUED)

Estimated useful lives, in years, for depreciable assets are as follows:
Computers and peripherals   1-3 years
Office furniture  5-20 years
Buildings and improvements 25-40 years
Land improvements 10-20 years
Machinery and equipment  5-10 years

Land and construction in progress are not depreciated.

NOTE C - CASH AND INVESTMENTS

At June 30, 2006 the book value of the Library's deposits, consisting primarily
of interest bearing savings and checking accounts, was $537,475 and the bank
balances was $541,292.  Of the bank balances, 9% was covered by Federal Depository
Insurance.

Checking and Savings $    48,720
Governmental Operating Money Market Fund     488,755

$   537,475

The Government Accounting Standards Board Statement No. 3 risk disclosures for the
Library's cash deposits are as follows:

  Carrying    Bank 
   Amount    Balance 

Insured (FDIC) $   48,720 $   52,537
Uninsured and Uncollateralized    488,755    488,755

   Total Deposits $  537,475 $  541,292

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a
depository financial institution, a government will not be able to recover its deposits
or will not be able to recover collateral securities that are in the possession of an
outside party.  Michigan law and the investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits.

The custodial credit risk for investments is the risk that, in the event of the failure
of the counter party (e.g., broker-dealer) to a transaction, a government will not be
able to recover the value of its investment or collateral securities that are in the
possession of another party.  Michigan law and the Library’s investment policy do not
contain legal or policy requirements that would limit the exposure to custodial credit
risk for investments.  With respect to investments, custodial credit risk generally
applies only to direct investments in marketable securities.  Custodial credit risk
does not apply to a local government’s indirect investment in securities through the
use of mutual funds or government investment pools.



17

HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

NOTE C - CASH AND INVESTMENTS (CONTINUED)

Interest Rate Risk

The Library has not adopted a policy that indicates how the Library will minimize
interest rate risk, which is the risk that the market value of securities in the
portfolio will fall due to changes in market interest rates, by limiting the weighted
average maturity of its investment portfolio to less than a given period of time.

Concentration of Credit Risk

The Library has not adopted a policy that indicates how the Library will minimize
concentration of credit risk, which is the risk of loss attributed to the magnitude of
the Library’s investment in a single issuer, by diversifying the investment portfolio
so that the impact of potential losses from any one type of security or issuer will be
minimized.

NOTE D - EMPLOYEE RETIREMENT SYSTEM

The Library employees were considered employees of the Houghton Lake Community
Schools (District) through June 30, 1996.  As a result, these employees were
covered under the School District's retirement system.  Beginning February 1,
1998, all other employees are covered under the Library's Municipal Employee
Retirement System of Michigan (MERS).

Under the School District's retirement plan, substantially all of the Library
employees were eligible to participate in the statewide Michigan Public School
Employees' Retirement System (MPSERS), a multiple-employer, cost-sharing public
employee retirement system.  Effective January 1, 1987, Act 91 of the Public Acts
of 1985 established a voluntary contribution to the Member Investment Plan (MIP).
Employees first hired before January 1, 1990, made a one-time irrevocable election
to contribute to the tax deferred MIP.  Employees first hired on or after January
1, 1990, were automatically included in MIP.  Currently, there is only one
employee participating in this plan.

Under the Library's MERS retirement plan, employees hired after July of 1996 are
eligible to participate in the Michigan Municipal Employees Retirement System, an
agent multiple-employer public employee retirement system that acts as a common
investment and administrative agent for participating municipalities in the State
of Michigan.  The Library's payroll for the 6 members covered by the system for
the year ended June 30, 2006 was approximately $179,212.
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NOTE D - EMPLOYEE RETIREMENT SYSTEM (CONTINUED)

All full time Library employees are eligible to participate in the MERS system.
Benefits vest after six years of service.  Library employees who retire at or
after age 60 with 10 years credited service or 50 with 25 years credited service
are entitled to an annual retirement benefit, payable monthly for life, in an
amount equal to 2.0% of the member's 5-year final average compensation. 

The Library is required to contribute amounts necessary to fund the Michigan
Municipal Employees Retirement System using the actuarial basis specified by
statute.

GASB 25 INFORMATION (as of 12/31/05)

Actuarial Accrued Liability

Retirees and beneficiaries currently receiving benefits $    -0-

Terminated employees not yet receiving benefits      -0-

Current Employees;
  Accumulated employee contributions including
    Allocated investment income      -0-

Employer financed    204,223

Total actuarial accrued liability    204,223

Net assets available for benefits, at actuarial value
(Market value is $221,561)    227,557

Unfunded (over funded) actuarial accrued liability $  (23,334)

GASB 27 INFORMATION (as of 12/31/05)

Fiscal year beginning July 1, 2007

Annual required contribution (ARC)    $19,740

Amortization factor used - Underfunded Liabilities (30 years)    .053632

Amortization factor used - Overfunded Liabilities (10 years)    .119963



19

HOUGHTON LAKE PUBLIC LIBRARY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2006

NOTE D - EMPLOYEE RETIREMENT SYSTEM (CONTINUED)

Contributions Required and Contributions Made - MERS funding policy provides for
periodic employer contributions at actuarially determined rates that, expressed as
percentages of annual covered payroll, are designed to accumulate sufficient assets to
pay benefits when due.  The normal cost and amortization payment for the fiscal year
ended December 31, 2005 were determined using the entry age normal actuarial funding
method.  The following table provides a schedule of contribution amounts and
percentages from the start of the plan.

Annual Pension Cost
      Year    Annual Percentage       Net
      Ended    Pension   of APC     Pension
   December 31   Cost (APC) Contributed    Obligation 

           2003 $  20,983     122%       -0-   
           2004    17,836     133%       -0-   
           2005    19,749     114%       -0-   

The Library contributed $21,181 for the year ended June 30, 2006.                  

Aggregate Accrued Liabilities - Comparative Schedule

 Actuarial Actuarial
 Valuation Actuarial  Accrued Unfunded UAAL as a %
   Date Value of Liability    AAL Funded Covered Of Covered
December 31  Assets    (AAL)  (UAAL)     Ratio Payroll    Payroll 

2003 $153,926 $147,223 $ (6,703)   105% $168,134      0%
2004  190,923  170,838  (20,085)   112%  172,833      0%
2005  227,557  204,223  (23,334)   111%  179,212      0%

For actuarial valuation purposes, the actuarial value of assets is determined on the
basis of a calculation method that assumes the fund earns the expected rate of return
(8%), and includes an adjustment to reflect market value.

NOTE E - RISK MANAGEMENT

Through June 30, 2006, the Library was insured for risk of loss, employee health and
accident coverage.  Under most circumstances, the Library’s maximum coverage is limited
as follows:

         Type               Limit     Deductible 

Property $   2,958,900 $     250
Liability     1,000,000       -0-
Errors and Omission     1,000,000       -0-
Crime        10,000       -0-
Workmen’s Compensation     STATUTORY       -0-
Inland Marine       138,500       100
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NOTE F - INEXHAUSTIBLE COLLECTIONS AND BOOKS

Because the values of the existing inexhaustible collections, including research books,
are not readily determinable, the Library has not capitalized them.  Books used in the
circulating library have not been capitalized because their estimated useful lives are
less than one year.

NOTE G - RESTRICTED NET ASSETS:

On January 15, 2003 the Board established a capital replacement reserved fund balance
in the amount of $25,000.  This reserve was created to fund major unforseen
expenditures.  The balance of this reserve on June 30, 2006 was $25,000.

NOTE H - CAPITAL ASSETS

The following is a summary of changes in the Capital Assets Account Group.

  Balance   Balance
  7/01/05   Additions  Deletions   6/30/06 

Capital Assets Being 
Depreciated:

Buildings Improvements $   838,333 $     -0-   $     -0-  $  838,333
Office Equipment      76,627       -0-        -0-     76,627
Technology Equipment      65,768      69,995        -0-     135,763

   Total     980,728      69,995       -0-   1,050,723

Less Accumulated Depreciation:
Buildings Improvements      84,909      21,873       -0-     106,782
Office Equipment      29,315       7,663       -0-      36,978
Technology Equipment      55,958       5,055       -0-      61,013

   Total     170,182      34,591       -0-     204,773

Total Net Capital Assets $   810,546 $    34,404 $     -0-  $  845,950
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    Variance
  Original   Amended    Favorable
   Budget    Budget     Actual (Unfavorable)

REVENUES

    Property taxes $   400,000 $  400,000 $  412,352 $    12,352 
    State aid      11,000     11,000     11,344         344
    Penal fines     174,000    174,000      177,766       3,766 
    Interest       6,000      6,000     24,084      18,084 
    Other                    17,000     17,000     14,240      (2,760)

           
       Total Revenues     608,000    608,000    639,786      31,786 

EXPENDITURES

    Salaries and wages     235,000    235,000    231,878       3,122 
    Benefits     134,000    134,000    115,516      18,484
    Professional services      10,000     10,000     21,473     (11,473)
    Insurance and bonds      11,000     11,000      9,894       1,106
    Office supplies      53,000     53,000     27,358      25,642
    Books and periodicals      47,000     47,000     32,769      14,231 
    Mid-Michigan Library 
     League       9,000      9,000      5,701       3,299
    Dues and subscriptions       1,500      1,500      1,065         435
    Utilities      39,200     39,200     24,213      14,987
    Repairs and maintenance      18,000     18,000     17,024         976
    Travel and seminars       6,500      6,500      4,109       2,391
    Advertising         500        500        218         282 
    Richfield Township 
     Library      11,500     11,500     11,276         224 
    Capital outlay     115,000    115,000     69,995      45,005
    Miscellaneous       4,250      7,250      6,897         353 

       Total Expenditures     695,450    698,450    579,386     119,064

EXCESS OF REVENUE OVER 
  (UNDER) EXPENDITURES     (87,450)    (90,450)     60,400     150,850 

FUND BALANCE, beginning 
  of year     459,704    459,704    459,704       -0-  

FUND BALANCE, end of year $   372,254 $  369,254 $  520,104 $   150,850
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